India has a federal system of governance with both the state or provincial and the Central governments responsible for the development of the nation as a whole. Policies at the Central as well as state levels influence the state level variations in economic conditions in turn. It is in this context, this paper examines whether governments in India within a federal framework have been able to foster development equitably across its states.
Background
Since the early 1980s, publications in economic geography, regional economics, and development economics have demonstrated the significance of small geographical regions within a national boundary as nexus of critical developmental and growth processes.
Theorists and empirical economists who have made substantial contributions in this area of research recently are, among others, Hayami (1998) , Fujita, Krugman, and Venables (1999) , Krugman (2000) , Schmitz (2000) , Porter (2001) , Sonobe, Hu, and Otsuka (2002) , Sonobe and Otsuka (2006) , and World Bank (2009) . Except Hayami, who advocates geographical dispersion of industries, others implicitly support geographically concentrated industrialization. These latter studies have repeatedly suggested that such industrial clusters are capable of facilitating significant growth-transmission effects to national growth with a positive impact on the convergence of living standards across regions. However, as argued by Parente and Prescott (2000) not 'everything else' would remain the same for the growthtransmission effects to take place effectively and therefore, the reduction in regional development disparity, if any, has not been conspicuous. Further, there are empirical studies in the literature, which have raised doubts about the existence of spillover or trickling down effects from advanced regions to disadvantaged regions (Gaile, 1980; Higgins, 1983) . Hence in reality, achieving equitable development across regions has been a serious concern in many developing countries.
In the context of balanced regional development, drawing on the East Asian model of industrial development recently discussed in Sonobe and Otsuka (2006) , a relevant point that needs to be made at the outset is that less equitable spatial development is not necessarily an indicator of constraints to overall growth of the economy. Yet, if large and populous spatial segments of the economy remained backward while the other regions move ahead for long periods of time, the overall national development strategy become unsustainable (World Bank, 2009 ). The crucial questions in this context are about how to bring spatially equitable development in a country and which institution has the primary responsibility for bringing such equitable development. Conventionally, an economic system is comprised of state and market, which means the primary responsibility for spatially equitable development rests with either or both state and market. While a federal framework provides for allocation of state resources in an equitable manner, the market operates based on business perspectives that may not aim for spatially equitable development. In contrast to the conventional method of assigning the factors contributing to socio-economic development either to state or to market, Hayami (2004) introduced another relevant entity 'community'. Communities are expected to maintain benefits for their members in a sustainable manner at the local level, a strategy that may again not have spatial equity as an objective. The task of achieving balanced development has, therefore, been primarily assigned to 'state' and neither to 'market' nor to 'community'. Even Hirschman (1958) , who was a proponent of focused or 'unbalanced' industrialization, earlier strongly argued for governmental intervention to counteract the 'polarization effects' of free market forces in order to mitigate the misfortune of the 'backward regions'.
India has a federal system of governance with both the state or provincial and the Central governments responsible for the development of the nation as a whole. Policies at the Central as well as state level influence the state level variations in economic conditions in turn. It is in this context, this paper examines whether governments in India within a federal framework have been able to foster development equitably across its states. 1 The following section describes the approach followed in this paper to examine the existence of equitable development across states in India. Spatial diversity of the Indian economy concerning its overall growth is shown in the next section, which is followed by a discussion on the existing spatial diversity in basic development indicators. The next section attempts to explain the probable causes for variations in development across states in India.
Empirical identification of factors influencing variations in development across states is presented in the following section. A final section brings out the overall conclusions of this paper.
The Approach
A sizable literature has now become available on patterns and determinants of economic growth at the national level in India. However, research on patterns and determinants of important development indicators at sub-national level is relatively small in number.
2 To have a bird's eye view of development of a country, per capita gross domestic product (GDP)
is generally used as a measure. It is understood that GDP alone neither says anything about distribution of income, nor about how it is used. If development is about people and how they live, then one needs a measure of the level of living of the population, into which is built a distributive element of income. In this context, it is worth citing the statements from the Indian Prime Minister's Forward to Planning Commission's Eleventh Five Year Plan, "The transition to high growth is an impressive achievement, but we must not forget that growth is not the only measure of development. Our ultimate objective is to achieve broad based improvement in the living standards of all our people" (Planning Commission, 2008, p. iii) .
Drawing on the United Nations Research Institute for Social Development (UNRISD, 1968) , and based on the uniform availability of data, the following variables that represent a 1 Though state has to take a leading role towards achieving balanced regional development, as Hayami (2001) has argued, the final outcome with respect to development, including equitable regional development is a result of the interaction between the state, market, and community. 2 For a recent analysis at the national level, see Jha (2008): for a recent state level discussion on economic reforms in India, see Howes, Lahiri and Stern (2003) wide range of basic developmental aspects of an economy, all of which tend to change more or less simultaneously as the society develops, are considered in this study: Infant mortality rate (IMR), Life expectancy at birth (LE), Literacy rate (LR), Telecom density per thousand population (TD), and per capita Electricity consumption (EC) in kwh.
3 Admittedly, these indicators refer to the very basic needs of life and it is expected that the state and Central governments at different levels would strive to bridge the spatial gap in these dimensions of development within India. Thus, first, spatial distribution of these above variables along with gross state domestic product (GSDP) is determined over the years to gauge the effectiveness of region specific constraints or accelerators of development. The next step in the analysis is an attempt to explain the causes for variations in actual status of those developmental variables across states. Finally, the role of the state and Central governments in fostering equitable development across regions is examined.
Spatial Diversity in Overall Growth of the Indian Economy
The record of India's economic growth rate in the period from 1980-81 to 2006-07 has been sharply higher than in the previous three decades since her independence in 1947. This growth acceleration has been projected to continue over the medium term by a number of observers (For example Kelkar, 2004, and Rodrik and Subramanian, 2004) . At the aggregate level, the rise in investment spending relative to overall GDP has been a proximate cause of higher output growth. There has been higher investment in physical and social infrastructure over the years leading to better performance in terms of both physical output and also in human capital development indicators. While improvements have been conspicuous in terms of India's own performance in the past and not with respect to a global comparative scale, the improvements have led to expectations that India will be able to deliver higher average levels of living to her rising population. However, the conventional wisdom implies that disparities may also grow along with economic growth at least in the early periods of the growth process.
India's past record, even before the launching of the economic reforms in the early 1990s, also points to wide variations across its sub-national units, states. 4 The federal framework is expected to achieve a more balanced development of the diverse country than a centralised rule, as the decentralised governance can be expected to utlilise the available resources more efficiently to meet the aspirations of the local population (Hayami, 2001 The trends shown in Figure 1 indicate that there has been an increase in disparity concerning per capita gross state domestic product as captured by this measure. The increase appears to be relatively sharper in the years of 1990-91, in which economic reforms were instituted, and later. The decade before this period has been one of relative stability in spatial disparity. Bhattacharya and Sakthivel (2004) have presented an analysis that shows rising level of inter-state disparity in per capita state domestic product, which corroborates our results for the post-reform periods.
What are the factors that reduce such disparity in development and which factors do enhance it?
Explaining the growth differential across states
Following the seminal work of Barro (1991) , the basic methodology of growth studies consists of running a cross-section regression of the following form 2308 1980-81 1981-82 1982-83 1983-84 1984-85 1985-86 1986-87 1987-88 1988-89 1989-90 1990-91 1991-92 1992-93 1993-94 1994-95 1995-96 1996-97 1997-98 1998-99 1999-00 2000-01 2001-02 2002-03 2003-04 2004-05 Note: Coefficient of variation in per capita GSDP (1993-94 prices) was calculated using data for 16 major states using state population as weights.
One of the key requirements of running the above regression is to apriorily identify variables that have theoretical basis for causing variations in growth because then only it can be established that variations in such variables across states would have resulted in significantly different rates of economic growth across states. In the case of cross-country regressions a number of such variables have been identified, but in the case of states of a single country choices are rather limited. The idea here is not simply to test the hypothesis of convergence or divergence, but also to identify variables that explain differences in growth across the Indian States. At the outset, based on theory and also on the availability of uniform data across states, the following reduced form equation was estimated to examine the conditional convergence of per capita real gross domestic product across states after controlling for some of the important human capital and physical capital indicators: 
The symbols in the estimated equations are as follows: The R-bar squares for all equations are significantly large and the residuals are well within the band of two standard errors and therefore, the models capture most of the variations in per capita growth in real total value addition, agriculture value addition and in manufacturing value addition across states and can lead to valid conclusions. 6 The important results are that there is divergence with respect to per capita growth in real gross state domestic product across states and that unlike in the East Asian model of economic growth, having productive agricultural sector as initial condition for the growth of manufacturing sector is not valid in the Indian context. The inference is that having comparative disadvantage in agriculture stimulates the growth of manufacturing sector for survival.
The above results have been corroborated by an alternative estimation of generalized method of moments. 7 The authors are grateful to Keijiro Otsuka for discussion on this point. The results of the SYPC1 equation clearly shows that there is divergence in the growth of real gross state domestic product across states, which reconfirm the finding in the earlier section of this paper using the methodology of weighted coefficient of variation. The principal force driving convergence in the neoclassical growth model is diminishing returns to reproducible capital. Thus, states with lower initial values of capital-labour ratios will have high marginal products of capital and, therefore, will tend to grow at higher rates.
However, as Hayami (2001) has argued, inefficient and poor-quality institutions and organizations could lead to violation of the critical assumption of diminishing returns to reproducible capital. This means divergence of income for a considerable period of time in the development process. Thus, it is logical to argue that the convergence hypothesis will hold only when country-specific institutions and organizations do not intervene in the process negatively to delay or constrain the convergence process. The distinction between growth that translates into 'a rising tide lifts all the boats' and growth that disproportionately favours some states, has been recognized by the Central government. In this context, it is worth citing the Indian Prime Minister's very recent statement, "The rapid growth achieved in the past several years demonstrates that we have learnt how to bring about growth, but we have yet to achieve comparable success in inclusiveness" (Planning Commission, 2008, p.iii) . The implication here is that lack of effective functioning of proper institutions at the Central and state levels has been a problem, which may also be inferred from the following examples.
The linkage between small businesses, medium-size enterprises and large-scale enterprises has not been strong. Integration from the production of raw materials up to the assembly of final products in the form of sub-contracting that one can see in the Japanese growth process discussed in Sonobe and Otsuka (2006) has been missing in the Indian growth process. In the context of agriculture, the dynamism that was generated by the Green Revolution had worked its way fully into production in the 1980s, and there was no alternative source of strong productivity growth (Kalirajan, Mythili, and Sankar, 2001) . A lack of infrastructure and various policy constraints affecting agriculture productivity and trade have been major constraints on any technological breakthrough in agriculture, as discussed by Vaidyanathan (1995) . Results of SYPC2, which show a smaller coefficient for agriculture relative to manufacturing, appear to support these inferences, particularly with respect to an urgent need for improvement in agricultural productivity.
As expected investment ( states such as MP were to raise its investment level to that of Gujarat, the per capita growth in agriculture and manufacturing would improve by 1.11 and 1.17 percentage points respectively. However, these effects are partial and conditional on other variables.
The second set of variables that are found to be important in growth process across states is the structure of the economy. For the 1993-2000 data sets, the structure of the economy during 1980-81 is considered as initial conditions in this paper. Several economists have advocated an agriculture-first strategy based on the confidence that agriculture has the capacity for technological dynamism (see Schultz, 1964 and 1978; Mellor, 1976; Adelman, 1984 and Oshima, 1993) . According to Schultz (1978, p. 4) , 'farmers the world over, in dealing with costs, revenues and risks, are calculating economic agents. Within their small individual allocative domain they are fine-tuning entrepreneurs, turning so subtly that many experts fail to see how efficient they are'. If this vision of farmers is correct, not only could agriculture supply wage goods and inputs but also, through technological modernisation, rising productivity, incomes and rural prosperity, the sector will stimulate growth in industry. Similarly, the negative coefficient of initial agricultural condition in the MFG_GSDP equation means that states with comparative disadvantage in agriculture appear to grow faster in manufacturing for survival. These results corroborate earlier findings by Ahluwalia (1985) and Shand and Kalirajan (1994) .
Third sets of variables that are found to be significant in explaining variations in per capita overall growth and growth in agriculture and manufacturing are related to the social fabric of the Indian states. The interesting result is that states with high initial levels of literacy rate appear to have higher per capita growth in gross state domestic product and also in per capita manufacturing growth, while such a relationship could not be established in the case of agricultural growth.
The effect of share of ST population is positive and statistically significant on AGARI_GSDP, SYPC1, and SYPC2, while it is negative but statistically not significant in the case of MFG_GSDP. It is important to understand the genesis of these two different results. The people in tribal regions are mostly isolated from the cosmopolitan culture and bound tightly by local culture and traditional way of life (Table 3) The average performance of this group needs to be changed. As Hyami (2001) has argued, it is imperative for the states to approach communities layer by layer to win their confidence and to educate them of the benefits of integrating with rest of the society, which is not found in tribal thinking (see for example, XaXa, 2001). The presence of ST population has no significant growth impact on manufacturing, which could be due to the poor literacy rate of the ST population.
Measures of spatial disparity in development
We present disparity patterns in other selected developmental indicators and then examine the patterns in states government expenditures that may be an important instrument influencing spatial development patterns across states.
We adopt the measure of weighted coefficient of variation to examine the trends in spatial balance in the basic development indicators: Infant mortality rate (IMR), Life expectancy at birth (LE), Literacy rate (LR), Telecom density per thousand population (TD), and per capita Electricity consumption (EC) in kwh, and the results are given in Tables 4 and  5 . The trends clearly show that there is a reduction in disparity in literacy rate, and life expectancy at birth (see Table A1 ). In the case of infant mortality rate, the trends are less clear (Table 4 ). The trends in infrastructure development, which include telephone density and per capita electricity consumption, also show a general improvement, particularly in very recent times (see Table 5 ). Note: The coefficient of variation is calculated over data for 15 major states of India. The CV is estimated as a weighted measure using population shares of the states as weights. Thus, there has been an improvement in recent times in four out of the five development indicators considered, and the progress appears to be more spatially balanced than before. The movement towards more equitable levels of performance amidst rising development indicates that there are factors facilitating spatially equitable development.
Nevertheless, the contribution of such factors towards achieving spatially equitable development is not uniform across states.
Probable causes for differences in spatial patterns of development
Given the divergence of state level performance seen in per capita GSDP and in few other basic developmental indicators such as infant mortality rate, it becomes necessary to distinguish between the need for spatially equitable development of so called basic services, which ensure that potential for development is evenly distributed, and the need for adequate incentives for creating favourable conditions for development by the states. Besides initial endowments and availability of resources, factors influencing spatially equitable development include innovations in institutional designs, which make scaling up of the development initiatives on a geographically wider scale (Kalirajan and Akita, 2002) , and technological innovations (Otsuka, Ranis, and Saxonhouse, 1988) . The mobile phones in telecommunications have made the task of bringing communication services to all geographical locations feasible now as compared to the situation that prevailed when the technology was limited to the land lines only.
How have the instruments of state and Central governments worked in achieving spatial equitable distribution in development in the Indian context? We examine this dimension of the process in the rest of this paper.
Disparities in state government expenditures
The state governments or governments at the provincial level account for bulk of the expenditures on social services in the country. They also provide funds for a variety of infrastructure services. Although a large part of these funds are devolved to the states through grants and loans by the central government, the expenditure takes place through state government machinery for providing services (Rao, Shand, and Kalirajan, 1999) . The devolution and transfer of resources from the centre were budgeted at 16.7 per cent of the total disbursements of the state governments in 2008 -09 (RBI, 2008 . It is expected that the expenditures by states is based on norms that prove to be spatially equitable as the devolution of funds from the centre to the states is also guided to some extent by such principles. In this paper we do not elaborate on these principles, but only point to the two important mechanisms that govern the transfers, the Planning Commission, which determines the allocation of central government support to investment expenditures, and the Finance Commission, which determines the allocation of central funds to the states in the form of grants.
While the devolution is partially governed by the equity principle, the state's own resources clearly hold the key for their expenditure levels. In other words, the devolution will have to do more than merely be equitable in order to reduce imbalances in development efforts. Does this happen? What has been the pattern of expenditures across states since the beginning of a policy regime which has been more reliant on markets to deliver growth than in the past? We examine the pattern of disparities in state government expenditures for five sub-periods: two for pre-reform years 1980-81 to 1985-86, 1985-86 to 1990-91 Table 6 and illustrated in Figures 2 and 3 .
The analysis shows that there has been an increase in the inter-state disparity in state government expenditures over the years, particularly if we compare the 10-year period before the 1990s and the period after the 1990s. Nevertheless, at the aggregate level, there also appears to be a cyclical pattern where the disparity begins to rise and then it begins to somewhat decline. The state expenditures, therefore, appear to have some in-built mechanisms that do not allow the disparities to rise continuously. However, development expenditure, particularly social services expenditure has been showing a declining trend in disparity across states gradually and consistently in recent times. 9 The timing of beginning of economic reforms in India is somewhat controversial as some of the liberalization of policies, giving more room to markets in resource allocation had begun to take place in the 1980s (Panagariya, 2004) . Basu and Martens (2007) provide a more detailed analysis of policies underlying the India's growth performance of the 1980s and 1990s. Note: The figures in the table are coefficients of variation (CV) and they are weighted CV using state population as weights (Kalirajan and Akita, 2004) .
We also provide another view of the pattern of inter-state differences in total state government revenue expenditures in Figures 4 to 6 as a supplementary exploratory analysis.
The analysis suggests that the first sub-period before the economic reforms of the 1990s
shows no significant pattern towards any change in the level of disparity. However, in the second sub-period of 1985-86 to 1990-91, there is more consistent pattern of decline in disparity. In the period since 1990-91, the disparity tended to increase first and then decrease subsequently. We have extended the analysis to cover seven types of revenue expenditures of the state governments: (1) total (2) development within total (3) non-development within total (4) expenditure on economic services within development expenditures (5) expenditure on social services within development expenditures (6) expenditure on medical and public health services within social expenditures and (7) expenditure on education services within expenditures on social services. We have examined the pattern of expenditure for five periods:
Pre-reform periods 1980 -81 to 1985 -86 1985 -86 to 1990 -91 Post-reform periods 1990 -91 to 1995 -96 1995 -96 to 1999 -00 1999 -00 to 2006 The detailed disaggregation of the expenditures and time period allows us to examine the sources of overall patterns. We are not particularly interested in the steady state levels of expenditures, but merely to examine if the expenditures across states are likely to be 'converging' or 'diverging' over time. The convergence would imply that the disparity is likely to be declining and divergence would imply the opposite. In the above equation, if the coefficient 'a1' is positive, the per capita expenditures of the different states would be moving at different rates, with the 'higher expenditure state' increasing expenditures faster than the 'lower expenditure states'. Therefore, there would be no convergence of per capita expenditures across states and the disparity would increase over time. If the coefficient is negative, then the per capita expenditures would be converging or disparity would decrease over time. If the coefficient is zero, then again disparity would not be rising. The role of per capita real GSDP in the equation is to control for some 'initial conditions' of the state economy. If the average income (per capita GSDP) is larger in one state as compared to the other, the expenditures may also be higher because of the availability of larger resources (through own taxes) to that state. Once we control for this variable, the pattern that remains should reflect the influence of the other factors, including the devolution of resources from the Central government to the states, on the tendencies of the states to spend.
The results obtained from applying the ordinary least squares method of estimation to equation (1) with different dependent variables with concerned independent variables explained above are summarised in Table 7. 10 Given our interest to find out whether there is convergence or divergence in per capita real state government expenditure and its components across states, we have only reported the signs of 'a1' and only some magnitudes of 'a1' that are significant, in Table 7 . The estimated coefficient 'a1' with respect to the total revenue expenditure is not statistically significant for the sub-period 1980-85, but turns significant and negative for the following sub-period 1985-90 implying convergence. In the early post-reform period of 1990-95, the coefficient is significant and positive implying divergence. However, in the later post-reform sub-periods, the coefficient is statistically not significantly different from zero implying that disparity did not increase.
The findings relating to total revenue expenditures are consistent with the previous assessment based on CV, if we consider the sub-periods that include 1990-91 as the terminal or initial year for some sub-periods. There is an apparent 'convergence' in the five-year period before the initiation of economic reforms and then a divergence in the immediate five years following the reforms of 1991. In the post-reform period, the pattern of divergence in the first sub-period of 1990-95 has also been pointed out by Rao, Shand, and Kalirajan (1999 disparity than the non-development expenditures. In other words, the 'development expenditure' is more pro-spatially equitable than the non-development expenditure.
When we decompose the development expenditures further, the differences within this 
Conclusions
Balanced regional economic development has been a policy concern in India's development planning. In this paper, we provide an exploratory analysis of the patterns of disparity in development performance across the states and analyse the patterns in state level government expenditures to understand how they are aligned with the objectives of balanced spatial development within the national economy. We set out to assess the patterns of state level disparities in development using some broad basic indicators of development. Though the specific objective of keeping the disparities in development indicators from widening has been achieved with respect to some development indicators, there has been a growing concern that the less developed states continue to lag behind the developed states and that this cleavage is increasing. The policy concern is explicit in the latest eleventh five year plan (2007-08 to 2011-12) , where inclusive growth has been a watch word. In this context, the paper refers to the sources of disparity and the role that may be played by the three pillars of development, the state, market, and community, articulated by Hayami (2004) . The economic reforms of the 1990s have given more space to the markets in the allocation of resources as compared to the state relative to the pre-reform days. What implication does this have to the spatial equity in development? The state continues to be responsible for the supply of public goods including basic human capital and infrastructural development services across the country. Analyses presented in this paper suggest that the mechanisms by which state governments provide for resources for such services do not continuously lead to higher interstate disparity. If this pattern is a result of equitable sharing of central resources by the states, this element of state behaviour is important in keeping the inter-state disparities from widening. Further, the results also point out that the expenditures on basic services such as health and education are pro-spatially equitable than the economic services.
Overall, the results in this paper indicate that Government in India within a federal framework has mechanisms that foster development equitably across its states, particularly through health and education expenditures aimed at improving human capital development.
However, the slowly rising disparities in economic services across states warrant the Central and state governments' attention. Drawing on Hayami (2001) , it is conjectured that such tendencies arise mainly due to lack of appropriate and efficient institutions at the state and Central governments levels in India, which indicates the need for further institutional reforms. In this context, it is worth noting the following statement that appears in the Planning Commission's Eleventh Five Year Plan: "Much higher levels of human development can be achieved even with the given structure of the economy, if only the delivery system is improved" (Planning Commission, 2008, p.2) .
